There are many burgeoning literatures dominate the debates on relationship between financial developments and economic growth in China. It has always been a contagious one. The Chinese state is making coordinated effort for the development of the financial sector for economic growth to address issues of local development. Since the reforms of 1978, the Chinese economy has witnessed rapid growth. This paper explores the relationship between financial development and economic growth in China. It argues that there is a bidirectional causality between financial development and economic growth in China.
Introduction
The impact of financial development on economic growth has always been controversial among various theoretical and empirical studies. Although there are different voices in academic communities, the existing studies generally confirm the role of financial development on economic growth. There are also some empirical researches supporting such a view. King and Levine (1993) , Jalilian and Kirkpatrick (2002) , pointed out that financial development had a promoting effect on economic growth. By contrast, Shan, Morris, and Sun (2001) , Felix and Neven (2004) argued that things are different in different countries, for example, financial development deterred economic growth in some Latin American countries. All these studies suggest that financial development has various effects on economic growth in different countries at different times and stages of development (Rioja & Valev, 2004) .
In the about 40 years of reform and opening up, China has been experiencing rapid economic growth and a vast expansion of the financial sector. Having been classified as emerging financial sector, China has been defined as "high performing economies" by the World Bank (Shan, Morris, & Sun, 2001) . Since the economic reform starting in 1978, the annual growth rate of the Chinese economy has maintained to be about 10% (China Statistical Yearbook 2017) , and the total economic output has ranked the second highest in the world. At the same time, the Chinese government has also carried out large-scale of financial reforms, which has led to the development of the financial industry. It seems that financial development goes hand in hand with the higher-speed economic growth (Jordan & Qi, 2006) . With the consistent fast-growing economy and the increasing development of the financial system, China has been drawing more and more attention as a compelling case for researchers to find the relationship between financial development and economic growth. which can surge economic growth (ibid).
Critical Reflections on Financial Development and Economic Growth
In the literature, the causality issue between financial development and economic growth has been examined by both theoretical and empirical evidence. However, there are different conclusions of these studies on "the finance-led growth hypothesis" (Jordan & Jianhong, 2006) . Back in 1993, King and Levine pointed out that financial development could lead to economic growth, and the development of financial intermediation including the stock market and the banking system could positively associate with economic growth. A well-developed financial system plays a vitally important role in mobilizing savings and facilitating investments (Levine & Zervos, 1998) . Afterward, Arestis, Demetriade, and Luintel (2001) indicated the critical role of banks and stock markets on economic growth, and they also stressed that banks were much more important to economic growth. Jalilian and Kirkpatrick (2002) and Kang and Sawada (2000) also supported the idea that financial development led economic growth through increasing the benefits of capital investment, which can also reduce the poverty level in some developing countries. Furthermore, through the study of both developed and developing countries in different stages of development, Nourzad (2002) finds that financial deepening can increase the efficiency of productivity, thus promoting economic growth.
However, some other economists argued that economic growth could also provide more demands for financial services, which in turn can lead to a more developed financial sector (Singh & Weisse, 1998) . Further, Shan and Morris (2002) examined the causal relationship between financial development and economic growth in some developing countries and some OECD countries, supporting the fact that there existed the bi-directional causality between finance and growth, but there are no "one-size-fits-all" conclusions across countries. There is also some empirical and theoretical evidence showing that there is no causal relationship between finance and growth (Al-taimi, H., Charif et al., 2001 ). They do not find evidence whether financial development is affected or can influence economic growth in their selected countries. Deidda and Fattouh (2002) also presented that there is no linear relationship between finance and growth.
In those works of literature, there is a controversial debate regarding the direction of causality. On the one hand, some economists support the finance-lead-growth hypothesis. On the other hand, there is evidence of reverse causality in some countries and bidirectional causality in others. That is to say, the relationship between financial development and economic growth might be country-specific (Shan, Morris, & Sun, 2001) . And Rioja and Valev (2004) used an extensive panel data set of seventy-four countries which are at different level of economic growth covering 1961-1995 to test the relationship between financial development and economic growth. It turns out that the effect of financial development on economic growth is various in different countries, which depends on the level of financial development. In countries with the relatively low level of financial development, the effect on economic growth is uncertain. Financial development may spur economic growth or deter growth; while in countries with a higher level of financial development, there is a significant positive effect on economic growth; moreover, in countries with a significantly high level of financial development, financial development also increases growth, but not that obvious as relatively high level of financial development countries (Rioja & Valev, 2004) . They also find that financial development affects the sources of economic growth differently in developing countries and industrial countries. In developing countries which are behind "technological frontier", financial development has a strong positive influence on economic growth mainly through capital accumulation. Conversely. In industrial countries that at the technological frontier, financial development can increase the funding for innovative activities, which can lead to more considerable productivity growth (ibid).
Among those kinds of finance-growth literature, most empirical researches based on cross-country data suggests a positive relationship between financial intermediations and economic growth (Hao, 2006) . The development of financial sector has the function to mobilize savings and allocate capital more efficiently, which can have a positive effect on savings decisions and promote better investments, and therefore spur economic growth in the long-run. According to Levine (2005) , there are five major channels through which financial systems can influence economic growth. First, financial development can produce information about more productive investments and allocate capital more efficiently. Second, the emergence of some financial arrangements can improve corporate governance. Third, a more developed financial market can diversify risk to encourage individuals to invest in projects with higher risks and higher production efficiency. Forth, financial development can increase the rate of savings. Last, financial development can make the exchange of goods and services more accessible. Financial intermediations, regarded as the medium in the saving-investment process, play an important role in resource allocation (Zhang, Wang, L., & Wang, S., 2012) . They can acquire information at a lower cost and allocate capital from less productive investments to relatively more productive ones, which improve resource allocation (Patrick, 1966) . They can also make capital allocation more efficient by changing its ijef.ccsenet.org International Journal of Economics and Finance Vol. 11, No. 3; 2019 ownership and composition (ibid).
The emergence and expansion of financial intermediations represents financial development. Sound financial intermediations are efficient in obtaining more resources and the allocating capital (Hao, 2006) . And Odedokun (1996) explored that financial intermediations can prosper the economy in most developing countries. besides, Becker and Knudsen (2002) stressed that the development of the banking system plays a vital role in economic growth. Furthermore, Levine and Zervos (1998) added that stock market development was also positively correlated with economic growth.
Finance and Economic Growth in China
With the rapid development of the financial sector and the fast-growing economy, China draws much interest of economists all over the world. However, the findings are quite different according to the finance-growth literature. In the view of Allen et al. (2005) , the financial sector is still under-developed with the state-controlled banking system and weak stock and bonds markets, which might hinder economic growth due to the distorting nature of the government. Even though China has experienced fast economic growth for nearly fourty years, they believe there exists the negative relationship between financial development and economic growth. According to Jordan, and Qi (2006) , the substantial government ownership of banks in China is believed to be one of the reasons for the slow economic growth. Hasan et al. (2009) and Boyreau-Debray (2003) also supported the negative impact of the financial sector on economic growth by using provincial data over the period from the early 1990s to the early 2000s. They attribute the adverse effect on economic growth to the banking sector "s support of loss-making state-owned enterprises.
In contrast, Hao (2006) found that China"s financial development did contribute to economic growth during the period 1985-1999, he also indicated that the financial sector in China contributed to economic growth by the "mobilization of savings and the substitution of loans for budget appropriation". Furthermore, Degryse and Cheng (2007) confirmed these findings, showing that the development of the banking sector in China has a significantly positive impact on economic growth. Guariglia and Poncet (2008) showed that some activities taken by the Chinese government as state intervention in finance hindered economic growth, while other activities taken to develop financial markets by the government spurred economic growth positively. Besides, data from the firm level can also indicate that the formal financial system was positively associated with firm"s growth, while informal financing did not have such an effect on growth (Ayyagari et al., 2010) . (2014) uses the data from Jiangsu province to test whether financial development can lead economic growth in a Granger causality sense. He finds that Financial Interrelation Ratio is the primary factor to lead economic growth, while Financial Efficiency and the development of capital markets have little effect on economic growth in Jiangsu province (Yuan, 2014) .
Financial economists from China and abroad study the relationship between financial development and economic growth in the overall China or different regions of China and have striking findings. Hao (2006) , Jordan and Qi (2006) and Zhang, Wang, L., and Wang, S. (2012) use the dataset from all regions of China to find financial development influence economic growth in China positively. Ma and Jalil (2008) launch a comparative study between China and Pakistan to find the positive and significant relationship in Pakistan but negative relationship between loans to the private sector and economic growth in China. Chen and Jiang (2018) conduct research on specific provinces and cities in western China from 2010 to 2015 to find the positive relationship between financial development and economic growth. It shows that the relationship is different in different regions at various stages of development, which is the result of different economic and financial performance of those regions. However, there are few studies on the relationship between financial development and economic growth in the metropolis and megacities of China during recent years.
In China, financial development contributes a lot to economic growth. Since the economic reform in 1978, a series of economic and financial reforms took place in China, which lead to a more deregulated financial system and a more prosperous financial market, hence spurs significant economic growth in China (Jordan & Qi, 2006) .
Before the reform, China"s financial system was a mono-bank system, which restricted resource allocation extremely. The People"s Bank of China functioned as both the central and commercial bank in the financial sector, and it only distributed working capital (Hao, 2006) . Over the period from the economic reform in 1978 to ijef.ccsenet.org
International Journal of Economics and Finance Vol. 11, No. 3; 2019 1984 , both the gross national income and GDP increase slowly through the liberation of prices which increases agricultural products" prices and thus raises rural household"s income (Hao, 2006) . Meanwhile, the rapid emergence of non-state enterprises intensifies the competition with state-owned enterprises, which increase the profit of those enterprises and increase the earnings of their employees (ibid). The increases in households" income also contribute to the increase in savings deposits during that period.
From 1984 to 1994, the Big Four state-owned commercial banks and other financial institutions were established as the new commercial banks, and foreign banks were allowed to participate in the banking sector. Further, some non-banking financial institutions emerged in the financial market. All these development in the financial institutions in this period extended loans to state-owned enterprises and intensified the competition in the financial sector. (Zhang, Wang, L., & Wang, S., 2012) Therefore, investment and credit in the financial sector increase rapidly, and resource allocation became more efficient, which promote the steady growth of GDP.
From 1994, a series of financial reforms aiming at the more liberalized banking system has taken place. A large number of new banks appeared, and commercial banks gained more substantial autonomy of financial operation. Furthermore, restrictions on foreign banks were relaxed. All these contribute to the increase in the total financial assets in China. Meanwhile, Chinese monetary policy focused on indirect monetary control and indirect monetary instruments played an important role in credit planning (Zhang, Wang, L., & Wang, S., 2012). However, this bank-nominated financial sector is inefficient in capital allocation. For example, a significant share of household savings, allocated mainly by the four state-owned banks, were into inefficient state sectors (Hao, 2006) . These state banks also produced a large quantity of NPLs which hinder efficient performance The development of Chinese financial markets goes smoothly. In the early 1990s, the stock market began to take shape. Two stock exchanges were established, which are the Shanghai Stock Exchange and the Shenzhen Stock Exchange. As for bond markets, government bond takes a larger share than corporate bonds in China. However, the stock market capitalization and the total value of corporate bonds only account for 15.1% and 1.1% of GDP respectively. Although Chinese stock and bond markets enjoyed rapid expansion, their effect on the real economy is insignificant (Hasan, Wachtel, & Zhou, 2009 ). And Hao (2006) pointed out that there are two major channels for financial sectors to promote economic growth, which are "the mobilization of household savings and the substitution of loans for budget appropriation". He also uses GMM-system estimator to testify that savings and loan/budget have the positive and significant relationship with growth regression (Hao, 2006) .
Before the reform, state-owned enterprises were the primary source of government revenue, at an average of 50.1% during 1952-1977, while household savings has been accounting an increasing share in national income after the reform (Hao, 2006) . In 1993, household total financial savings only accounted for 43.02% of GDP, while the figure almost doubled in 2013, at 82.1% of GDP and household savings added up to 46703.1 billion yuan (China Financial Statistics: 2016 ). It appears that financial development promotes the households" savings potential and increase savings. In the meanwhile, the expansion of household savings contributes a lot to financial deepening (Hao, 2006) . In 2016, household savings deposits accounted for 56.7% of quasi-money and 38.9% of M2 (China Statistic Yearbook, 2017). The increase of quasi-money can be used as an indicator of financial development (Zhang, Wang, L., & Wang, S., 2012). Also, the ratio of M2 to GDP used to measure financial depth has increased dramatically from 24.6% in 1978 to 208.3% in 2016 (China Financial Statistics: 2016 . Therefore, financial deepening is impressive in China from 1978 to 2016.
Furthermore, in China, due to the fact that non-state enterprises have limited access to bank loans, while household savings can be converted through some informal channels into the investments of non-state enterprises which spur economic growth more efficiently than state sectors (Hao, 2006) . Therefore, financial development can channel those savings into more productive and promising investment, which improves the ijef.ccsenet.org
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With the successful process of a series financial reforms, domestic loans have expanded increasingly. The empirical research shows that domestic loans, including RMB loans, credit loans, and entrusted loans replaces state budget, becoming the larger source to finance the economy, with 10.9% of actual funds financed investment in 2016. According to Hao (2006) , most self-raised funds are from loans. Therefore, we can conclude that domestic loans are the primary source of financing the economy, which can lead to economic growth, because loans need the payment of interests, which can constrain firms" budget and therefore encourage them to allocate capital to more promising investments (Hao, 2006) . Empirically, Liu and Li (2001) find that domestic loans, as a means of external financial sources, are more efficient in economic growth compared to state appropriation.
Financial Developments in China
Financial development can be reflected by the increase of total financial assets, the expansion of the number of financial institutions, as well as the growth of financial efficiency which is reflected by the degree of financial contribution to the needs of economic growth (Singh, 2008) . According to Goldsmith (1969) , the Financial Interrelation Ratio (FIR) can be used to measure the degree of financial intensity to an economic system in that country. It refers to the ratio of the total amount of financial activities to the total amount of economic activities in a certain period, which can be expressed by the ratio of the financial assets to the wealth of the whole economy (Singh, 2008) . Generally, it can be simplified as the ratio of total financial assets to the gross domestic product.
FIR= (M2+L+D)/GDP
In this expression, M2 refers to broad money, L refers to the balance of loans in domestic and foreign currencies in financial institutions, D refers to the balance of savings deposit in domestic and foreign currencies in financial institutions, and GDP refers to the gross domestic product. Singh (2008) believes that financial interrelation ratio reflects the magnitude of the actual funds to the investment and can link investment and growth directly, which can be seen as a characteristic of financial development. It is universally acknowledged that finance can affect the economy through the accumulation and the usage of capital, while the main approach is financial intermediaries and financial markets.
Efficiency of Financial Developments in China
Capital formation and capital accumulation are core issues of economic growth. Without capital accumulation, there will be no economic growth. Savings is the ultimate source of capital. Whether savings can be effectively converted into investment plays an essential role in the healthy and stable development of the economy (Hao, 2006) . When a country has enough amount of savings resources, and the savings resources can be converted into investment through effective channels, the country"s economy can maintain healthy and stable development. On the contrary, if a country"s savings resources are unreasonably distributed, or there are obstacles in the channel of converting savings into investments, economic growth will also be affected adversely (Chang, Jia, & Wang, 2010 ). And McKinnon (1973 also confirmed this in the theory of financial repression: the development of most developing countries is lagging behind because of insufficient savings resources and the lack of smooth flow of savings to investment.
The efficiency of financial development refers to the efficiency of financial intermediations to absorb capital and reallocate those resources into productive investment, which can be expressed by the Loan-Deposit Ratio (LDR) (Chang, Jia, & Wang, 2010) .
LDR= L/D
Since indirect financing is the major way to finance the economy in China in the long run, therefore bank"s lending behavior has become the dominant factor for the smooth conversion of savings into investment. Which is to say, bank lending is the main approach to transfer savings into investment (ibid). Thus, the decreasing ratio of loans to savings means that there are more and more savings not able to be transferred into investment, and the channel for allocating savings into investment is blocked. The smaller the LDR, the smaller the amount of savings converted into investment and the more inefficient of financial development.
Development of Financial Markets in China
According to Patrick (1966) , one of the significant contributions of financial development to economic growth is to encourage savers to transfer their unproductive tangible assets into savings in the form of financial assets, such as the capital stock which is of higher liquidity and can achieve more productive uses. The private market mechanism can be sufficient to allocate scarce capital in their most productive uses (Patrick, 1966) . It can ijef.ccsenet.org
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Financial markets provide important services for economic growth, and stock markets can provide financial services which are different from banking services (Levine & Zervos, 1998) . Further, Levine and Zervos (1998) find a strong and positive connection between stock markets development and economic growth. With the continuous optimization of the financial development environment, all kinds of financial institutions including banks, securities, and insurances emerge quickly, and the scale of financial markets is getting larger (Guo & Zhao, 2011) .
Financial markets play an important role in resource allocation, providing substantial capital supply. During 2011-2015, the 12 th Five -Year Plan guided the financial market as one of the major players in the process of China"s economic and social development. As the core of the capital market, the development of securities markets in Beijing from 2010 to 2016 is significant. The Chinese government data shows that the total trading volume of securities markets increased almost three times from 8757.54 billion yuan in 2010 to 23231.86 billion yuan in 2016, which indicates that the securities market in Beijing becomes more active. Stock trading and bond trading account for a large proportion of the total trading volume of securities markets in Beijing. By the end of 2016, the volume of stock trading and bond trading increases to 13589.09 billion yuan and 24068.96 billion yuan respectively.
The active insurance market also has a positive influence on economic growth, which can transfer and manage different risks more efficiently and accumulate and mobilize domestic savings into more productive uses (Arena, 2008) . And Webb et al. (2002) further explained that life insurance activity can contridute to economic growth by increasing productivity. Beides, property insurance can promote economic growth by protecting individuals from taking risks in different economic activities, and provide "risk-financing choice" for firms to reduce the probability of suffering losses, which can affect investment decisions (ibid).
At the meanwhile, Arena (2008) also finds that both life and non-life insurance has an effective impact on economic growth, and there is evidence to support the large effect of non-life insurance on economic growth in developing countries. Normally, life insurance companies can provide funds to facilitate long-term investments, while non-life insurance companies usually facilitate short-term investments (Arena, 2008) . Also, according to Han et al. (2010) , the development of overall insurance business including life and non-life insurance plays a more important role in the process of economic growth in developing countries than in developed countries (Han et al., 2010) .
In 2011, credit insurance bore the venture capital of more than 30,000 RMB in the international trade, which enabled Chinese foreign trade to develop steadily in a safe and reliable environment (Commision, 2011) . Besides, the insurance industry has also created liability insurance, and the amount of liability risk is about 30 trillion, which provides the necessary conditions for social reform and enterprise innovation (ibid). Furthermore, the insurance industry is also actively involved in financial reforms. In the bonds market, insurance institutions are the second largest investors, and large amounts of funds are put into use (ibid).
More importantly, the aggravating trend of an aging population in China"s economic development brings tremendous pressure on China"s social security, but the development of the insurance business can provide support for the elderly care. In 2011, there are 289.91 million policyholders of endowment insurance and 473.43 million policyholders of medical insurance (ibid). It seems that the development of the insurance industry has further solved the problem of old-age care and medical care in China. Therefore, the development of insurance business has guaranteed people"s livelihood, driven China"s consumption level to a certain extent, stimulated people"s consumption demand and led to economic development. At the same time, it has also promoted China"s social security system, increased people"s welfare level continuously, and made social development more harmonious.
Economic structure and Growth of Total Investments in Fixed Assets in China
The 12th Five-Year Plan (2011) insists to optimize the primary industry, strengthen the second industry, expand the tertiary industry, promote the industrial integration and develop the modern industrial system of the capital. At the end of 2016, the 13 th Five-Year Plan points out that the transformation of "full-industrial-chain" and upgrading a saturated sector are the top priority of economic development. It aims to construct an ijef.ccsenet.org International Journal of Economics and Finance Vol. 11, No. 3; 2019 "innovation-led, technology-intensive" and high-grade economic structure. Recent years, financial services contribute a lot in support of emerging sectors of strategic importance and high-end manufacturing sectors.
Fixed-asset investment is the workload of building and purchasing fixed-asset activities in monetary performance, and infrastructure investment is the key factor to facilitate the rapid development of economic activities (Qin & Song, 2009 ). The 12 th Five-Year Plan (2011) infers that investment is the primary force to improve economic growth. Therefore, it is important to make the coordinated development of increasing investment, promoting consumption, rising employment and improving people"s livelihood. It is also important to actively adjust investment structure to expand investment in producer services industries, strategic emerging industries, high-end manufacturing, cultural industries, and tourism to increase infrastructure investment in transportation, energy and environment, and to optimize investment structure in the real estate (Beijing Government, 2011).
Financial Developments, Economic Growth and Its Positive Impacts on People's Livelihood in China
During the 12 th Five-Year Plan period, people"s living standard has been improved thoroughly, with a more stable employment environment, more comprehensive public service system, smaller income gap, modern education system, improved health care and old-age service system, and a more harmonious society (Beijing Government, 2016) . Consumption plays an increasingly important role in economic development. In the 12 th Five-Year Plan (2011), the government promotes rapid economic development through sustained expansion of consumption. Therefore, it is necessary to follow the guidance of the national income distribution policy to improve the income level of residents, alleviate the inequality between the rich and poor, stabilize household consumption expectations, and enhance their consuming capacity (ibid).
According to table 3.6, per capita disposable income of urban household keeps increasing from 29073 yuan in 2010 to 52530 yuan in 2016, but after deducting the price factor, the actual growth rate is 6.9%, which is 0.1% lower than that in 2015. During the 12 th Five-Year Plan period, the annual actual growth rate of per capita disposable income of the urban household is 7.2%, increasing by 1% in 2010, which indicates that people"s living standard is improving at a higher speed. Meanwhile, per capita disposable income of urban household is an important indicator of people"s consumption capacity, the higher actual growth rate also means the higher speed of economic growth in that period. Regarding per capita consumption expenditure of urban household, the figure is 38256 yuan in 2016, increasing by 92% compared with that in 2010, which also indicates the higher speed of economic growth in Beijing from 2010 to 2016.
Besides, the employment situation is quite stable during the 12 th Five-Year Plan period, with an average of 433400 persons being newly employed in the urban area. This is the effort of the 12 th Five-Year Plan which implements affirmative employment policies by creating more employment opportunities, targeting employment supports, perfecting public employment services networks and strengthening the regulation of labor markets (Beijing Government, 2011) .
Conclusion
The financial industry is the driving force for China"s economic development and social progress. Currently, the Chinese financial industry has become the industry with the largest proportion of the tertiary industry, especially after the 2008 financial crisis, the development of financial industry entered into a new booming stage and has achieved excellent results. In the meanwhile, it is of great significance for the government to formulate economic and fiscal policies, aiming to provide guidance for the healthy and rapid development of metropolis and megacities represented by further spur Chinese economic growth. Moreover, there is no significant relationship between economic growth and the improvement of financial efficiency, and to some degree, the efficiency of financial development can affect economic growth adversely. It is also important to increase the capacity of the banking system to allocate resources efficiently, and to broaden financing channels to the economy with prosperous and diversified financial markets, which can increase the direct investment to the economy.
